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Preface 


A  LETTER  FROM  THE  BUREAU  DIRECTOR 


It  is  a  great  pleasure  to  have  this  opportunity  to  present 
to  the  members  of  the  National  Early  Childhood  Technical 
Assistance  System  a  brief  introduction  to  the  Bureau  of 
Educational,  Social,  and  Mental  Health  Services,  one  of  the  four 
service  bureaus  of  the  Massachusetts  Rate  Setting  Commission. 


The  Commission  was  created  in  1968  by  the  state  legislature 
in  an  effort  to  help  control  the  costs  associated  with  health 
and      human      services       in      Massachusetts.  Human  services, 

particularly  health  care,  is  one  of  the  state's  largest 
industries.  In  some  manner,  it  touches  almost  everyone  who 
lives  in  Massachusetts.  To  keep  pace  with  the  growing  number  of 
services  and  diversity  of  issues,  the  Commission's  role  as  a 
rate-making  agency  has  grown  considerably  in  recent  years. 


The  1970 's  saw  a  significant  movement  away  from 
institutional  settings  and  a  sharp  rise  in  the  network  of 
private,  non-profit  human  service  providers.  What  began  as  a 
cottage  industry  has  expanded  into  a  business  encompasing 
1,500  separate  providers,  which  in  turn  employ  over  50,000 
Massachusetts  citizens.  This  growth,  along  with  developments  in 
many  other  areas,  has  had  a  direct  bearing  on  the  Commission  and 
its  activities. 


Today,  the  Rate  Setting  Commission  is  charged  with  the  sole 
responsibility  for  establishing  reimbursement  rates  for  all 
medical,  social,  educational,  and  rehabilitative  services 
purchased      by      the      Commonwealth.  Through     its  regulatory 

authority,  auditing  operations,  and  contract  approval,  the 
Commission's  findings  and  actions  directly  affect  the  purchase 
by  governmental  units  and  third  party  payors  of  more  than  $7 
billion  dollars  worth  of  services.  Commonwealth  expenditures 
for  community  based  programs  alone  will  exceed  $700  million  in 
fiscal  year  1989.  In  addition,  the  work  of  the  Commission  has  a 
direct  affect  on  thousands  of  health  and  human  service 
providers,  long-term  care  facilities,  and  education  providers  in 
the  state. 


Despite  its  twenty  year  history,  the  purchase-of-service 
system  remains  a  dynamic  entity  requiring  the  Bureau  to  respond 
with  reimbursement  policies  that  address  the  evolving  needs  of 
the  clients,  the  providers  and  the  purchasers  of  these  services. 


Each  year,  the  Bureau  renews  its  commitment  to  establish 
"fair,  reasonable,  and  adequate"  rates.  Equally  important,  the 
agency  as  a  whole  continually  reinforces  its  effort  to  design 
and  implement  powerful  new  tools  with  which  to  evaluate  public 
policy  and  meet  the  challenges  that  are  of  concern  to  us  all. 


Building  on  the  broad  scope  of  our  rate-making  authority, 
the  analytic  services  that  we  provide  to  state  agencies  and  the 
General  Court,  and  the  consultative  process  necessary  to 
responsibly  carry  out  our  mandate,  the  Rate  Setting  Commission 
continues  to  promote  access  and  the  achievement  of  efficient 
service  delivery  through  innovative  financing  mechanisms. 


It  is  our  hope  that,  through  groups  such  as  NEC*TAS,  our 
Bureau  will  open  new  avenues  of  communication  and  will  learn 
from  you  as  we  hope  you  will  learn  from  us. 


Margaret  Keenan,  Director 
Bureau  of  Educational,  Social, 
and  Mental  Health  Services 
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=  Overview  of  the  Rate  Setting  Commission  = 


A  BRIEF  DESCRIPTION 


The  Massachusetts  Rate  Setting  Commission  is  an  administra- 
tive agency  within  the  Executive  Office  of  Human  Services.  It 
is  responsible  for  the  determination  of  prices  paid  by  the  state 
for  all  medical,  social,  educational,  and  rehabilitative  ser- 
vices and  procedures. 


By  statute,  the  Commission  has  the  sole  responsibility  for 
establishing  "fair,  reasonable,  and  adeguate  rates"  for  a  wide 
variety  of  services — including  the  services  of  hospitals, 
long-term  care  facilities,  physicians,  pharmacists,  dentists, 
home  health  agencies,  neighborhood  health  centers,  mental  health 
facilities,  and  many  other  provider  types.  In  each  case,  the 
rates  established  by  the  Commission  are  paid  to  providers  on 
behalf  of  publicly-aided  clients  by  government  agencies  (for 
example,  by  the  Department  of  Public  Welfare  on  behalf  of 
Medicaid  clients) . 


In  recent  years,  the  Commission  has  performed  a  vital  role 
in  establishing  and  maintaining  the  comprehensive  hospital 
cost-containment  system  in  Massachusetts.  The  hospital  payment 
methodology  now  in  effect  (including  the  recently  enacted 
"Universal  Health  Care"  legislation) ,  which  the  Commission 
helped  to  create  and  implement,  seeks  to  limit  hospital  cost 
increases  while  increasing  hospital  efficiency. 


In  addition  to  its  responsibilities  in  the  health  care 
sector,  the  Commission  establishes  rates  for  services  purchased 
by  state  agencies  and  local  education  authorities  pursuant  to 
Chapter  7  66  of  the  Mass.  General  Laws.  The  agency  also  sets  the 
rates  the  state  will  pay  for  all  social  services  and  rehabili- 
tive  services  purchased  by  the  Commonwealth.  Reimbursement 
rates  for  general  health  supplies  and  for  health  care  covered  by 
commercial  insurance  carriers  under  the  Workers'  Compensation 
Act  also  are  set  by  the  Commission.  In  total,  the  Commission's 
regulatory  authority  extends  to  over  $7  billion  worth  of  human 
service,  health,  and  education  services. 


The  Massachusetts  Rate  Setting  Commission  was  established  by 
the  state  legislature  in  1968.  It  is  headed  by  three  full-time 
Commissioners.  These  positions  presently  are  held  by  Chairman 
Katharine  M.  Pell,  Commission  Mary  Yee  Jong,  and  Commissioner 
Thomas  K.  Lynch.  The  agency  is  comprised  of  approximately  18  0 
employees  and  is  divided  into  seven  units  or  bureaus,  including 
the    Administrative    Unit,     the    Bureau    of    Ambulatory  Care,  the 


Bureau  of  Education,  Social  and  Mental  Health  Services,  the 
Bureau  of  Hospitals,  the  Bureau  of  Long-Term  Care,  the  Bureau  of 
Systems  Development,  and  the  Office  of  the  General  Counsel.  The 
Commission  also  maintains  an  Office  of  Communications.  Proposed 
rates  are  subject  to  the  public  hearing  process  and  are  promul- 
gated through  regulations  filed  with  the  Secretary  of  State. 


REGULATIONS 


The  Commission  determines  and  sets  rates  of  reimbursement 
through  promulgated  regulations.  In  many  cases,  particularly 
for  non-institutional  medical  providers,  the  regulation  contains 
a  fee  schedule  that  represents  the  rates  for  services  provided. 
With  institutional  providers,  the  rate  determination  is  in  the 
form  of  a  general  regulation  containing  a  definition  of 
allowable  costs  and  a  process  for  developing  individual  rates 
from  the  allowable  costs. 


In  each  case,  a  public  hearing  is  held  prior  to  the 
promulgation  of  a  regulation  in  order  to  allow  for  input  from 
affected  providers,  purchasing  agencies,  and  the  general 
public.  A  notice  of  public  hearing  is  filed  with  the  Secretary 
of  the  Commonwealth  and  is  published  in  two  daily  newspapers  and 
the  Massachusetts  Register  prior  to  the  public  hearing.  Notice 
and  copies  of  the  proposed  regulation  are  sent  to  the  Department 
of  Community  Affairs  and  the  Local  Governmental  Advisory 
Committee,   as  required  by  Executive  Order  14  5. 


Copies  of  the  notice  of  public  hearing  also  are  sent  to  all 
interested      parties.  Additionally,      proposed  regulations 

affecting  hospital  charge  review  for  non-acute  hospitals  are 
subject  to  at  least  sixty  days  of  prior  review  and  comment  by 
members  of  the  Hospital  Policy  Review  Board  of  the  Commission. 


During  the  last  fiscal  year,  the  Commission  adopted 
thirty-seven  regulations  and  conducted  thirty-six  public 
hearings.  In  addition,  the  Commission  adopted  three  Advisory 
Rulings.  The  rulings  were  requested  by  providers  or  interested 
parties  to  clarify  regulatory  situations.  A  complete  record  of 
all  regulations  adopted  during  each  fiscal  year,  and  a 
chronological  listing  of  all  public  hearings  held  by  the 
Commission,   is  included  in  the  agency's  annual  report. 


Regulations  promulgated  in  prior  fiscal  years  remain  in 
effect  and  applicable  unless  replaced  by  the  Commission. 


RATE  ADJUSTMENTS 


Providers  who  receive  individual  rates  may  apply  for  a  rate 
adjustment  once  the  provider's  individual  rates  have  been 
certified.  Applications  for  adjustment  may  be  made  in  writing 
to  the  Commission  by  following  the  guidelines  established  in  the 
relevant  regulation  under  which  the  rates  were  adopted.  Upon 
receipt  of  each  request,  Bureau  staff  conduct  a  timely  review  of 
the  application  for  adjustment  and  the  required  supporting 
documentation,  and  make  recommendations  to  the  Commission  at  a 
subsequent  business  meeting.  All  business  meetings  are  open  to 
the  public. 


Examples  of  situations  which,  under  Commission  regulations, 
generally  support  an  adjustment  to  the  rate  originally  certified 
by  the  Commission  include  (1)  subsequent  expenditures,  not 
originally  considered  or  forecast,  are  incurred  by  providers  due 
to  the  imposition  of  laws,  licensing  regulations,  safety 
regulations,  or  any  official  requirements  made  by  a  city,  town, 
state,  or  federal  authority;  (2)  unusual  or  unforseen  increases 
in  reasonable  program  operating  costs  occur  as  the  result  of 
circumstance  which  are  beyond  the  control  of  the  provider  and 
are  absent  from  the  inflation  factors  used  to  develop  the  rate 
(for  example,  replacing  equipment  or  facilities  due  to  fire  or 
flood,  or  repairing  major  pieces  of  equipment) ;  (3)  funding  from 
external  sources  such  as  grants,  subsidies,  or  donations  de- 
creases or  is  terminated;  or  (4)  mechanical  or  clerical  errors 
in  the  calculation  of  rates  have  been  made  by  Commission  staff. 


Generally,  if  a  given  situation  is  recognized  as  an 
emergency,  in  that  it  threatens  the  financial  stability  of  a 
program,  and  is  substantial  in  nature,  the  situation  will  be 
reviewed  for  a  possible  rate  adjustment  immediately  by  the 
Commission,  provided  that  there  is  sufficient  documentation. 
To  justify  the  adjustment,  sufficient  documentation  sometimes 
includes  the  endorsement  of  the  purchasing  state  agency. 


RATE  APPEALS 


On  July  1,  1974,  the  Division  of  Hearing  Officers  was 
established  as  an  agency  of  the  Executive  Office  for 
Administration  and  Finance  (Section  3,  Chapter  1229,  Acts  of 
1973)  .  The  name  of  the  agency  was  changed  to  the  Division  of 
Administrative  Law  Appeals  on  March  21,  1984  (Chapter  683  Acts 
of  1983) . 


The  Division  hears  appeals  from  the  providers  of  services 
who  feel  that  their  rates  of  reimbursement  are  not  fair.  After 
a  formal  appeal  has  been  filed  with  the  Division,  an 
administrative  magistrate  of  the  Division  will  hold  an 
adjudicatory  hearing  in  accordance  with  the  Administrative 
Procedures  Act  (G.L.  C.30A).  After  all  relevant  testimony  and 
evidence  has  been  submitted  to  the  assigned  Administrative 
Magistrate,  (s)he  then  prepares  a  written  decision,  which  is 
submitted  to  the  Rate  Setting  Commission. 


If  the  decision  results  in  a  recommendation  for  a  rate 
different  from  that  originally  certified  by  the  Commission,  the 
Commissioners  then  establish  a  new  rate  based  upon  the  statement 
of  reasons.  The  Commission  may,  however,  return  the  decision  to 
the  administrative  magistrate  for  further  investigation  if  the 
Commissioners  determine  that  the  hearings  officer's  statement  of 
reasons  is  inadequate  to  determine  a  fair,  reasonable  and 
adequate  rate.  Commission  action  on  a  recommended  decision  is 
taken  by  vote  at  a  bi-weekly  public  meeting  of  the  Commission. 


Should  a  party  still  consider  itself  to  be  aggrieved  by  a 
decision  of  the  Division  of  Administrative  Law  Appeals,  it  has 
thirty  days  from  the  receipt  of  such  a  decision  to  file  a 
petition  for  review  in  the  Superior  Court  for  Suffolk  County. 


Structure  of  the  Commission 


BUREAUS 


The  Commission  is  authorized  (G.L.  c.  6A,  s  33)  to  establish 
such  bureaus  as  may  be  necessary  to  carry  out  its  duties 
including  but  not  limited  to  a  bureau  of  hospitals  and  a  bureau 
of  long-term  care  facilities. 


Bureau  of  Hospitals 
Director:  John  Chapman 


The  Bureau  of  Hospitals  develops  the  rates  of  payment  for 
hospitals  providing  inpatient  and  outpatient  care  to 
publicly-aided  and  industrial  accident  patients  as  well  as 
charges  to  the  general  public  for  state  and  county  hospitals. 
Additionally,  the  Bureau  is  responsible  for  evaluating  contracts 
between  Blue  Cross  of  Massachusetts,  Inc.  and  hospitals,  and  for 
making  recommendations  to  the  Commission  concerning  these 
contracts.  The  Bureau  audits  all  hospitals,  in  fulfillment  of 
its  requirement  to  establish  public-assistance  rates  and  to 
prepare  Blue  Cross  final  settlements. 


The  Bureau  also  reviews  an  estimate  of  the  expected  revenue 
for  the  City  of  Boston's  Department  of  Health  and  Hospitals. 
The  revenue  projection  is  required  by  law  to  be  used  in  the 
calculation  by  the  city  of  its  annual  tax  rate. 


In  1976,  the  temporary  authority  to  review  charge  increases 
and  proposed  new  charges  under  Chapter  424  of  the  Acts  of  1975 
was  made  permanent  pursuant  to  Chapter  409  of  the  Acts  of  1976. 


With  the  passage  of  Chapter  372  of  the  Acts  of  1982,  a  new 
hospital  financing  system  was  established  in  Massachusetts.  The 
system  is  a  prospective  budget  and  payment  system  that 
institutes  positive  financial  incentives  into  the  reimbursement 
system,  thereby  rewarding  efficient  hospital  management  and 
encouraging  reductions  in  resource  consumption. 


Bureau  of  Long-Term  Care  Facilities 
Director:     Susan  Flanagan 


The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates 
of    payment     for    long-term  care  and  residential  care  provided  by 


nursing  and  rest  homes  to  publicly-aided  patients.     The  Bureau 
also    develops    the    rates    of    payment     for  medical,   social,  and 
rehabilitative     care     and     services     provided    to  publicly-aided 
individuals     in     intermediate     care     facilities     for  the  mentally 
retarded  (ICF-MRs) . 


Bureau  of  Ambulatory  Care 
Director:     Miriam  Shark 


The  Bureau  of  Ambulatory  Care  develops  reimbursement 
policies  and  rates  for  community  based  health  care  and  support 
services  provided  to  publicly-aided  and  industrial  accident 
patients.  The  programs  providing  such  care  serve  as  alternative 
delivery  systems  to  institutions  such  as  hospitals  and  nursing 
homes.     The  emphasis  is  on  ambulatory  and  home  health  care. 


The  Bureau  is  responsible  for  establishing  rates  of  payment 
for  services  rendered  to  publicly-aided  for  industrial  accident 
patient  by  individual  practitioners  including  physicians, 
dentists,  psychologists,  private  duty  nurses,  restorative 
therapists,  and  others.  Additional  responsibilities  include 
rates  for  such  diverse  services  as  drugs,  ambulances,  orthotics, 
and  medical  supplies. 


Bureau  of  Educational.  Social  and  Mental  Health  Services 
Director:  Margaret  Keenan 


The  Bureau  of  Educational,  Social,  and  Mental  Health 
Services  develops  rates  of  reimbursement  for  social  and 
educational  programs  purchased  by  various  governmental  units. 
These  programs  include  all  services  rendered  to  children  with 
special  needs,  residential  programs  purchased  by  the  Department 
of  Youth  Services,  programs  purchased  under  Chapter  7  66  (the 
special  education  law) ,  and  day  care  programs.  The  Bureau  is 
also  responsible  for  the  review  and  determination  of  payment 
rates  for  certain  social,  educational,  rehabilitative  and  health 
care  services  purchased  under  contracts  which  are  not  covered  or 
regulated  by  any  other  bureaus  in  the  Rate  Setting  Commission. 


SUPPORT  UNITS 


In  addition  to  the  four  bureaus,  the  Commission  maintains  a 
legal      department    designated    as    the    Office    of    the  General 


Counsel,  an  administrative  support  unit  under  the  Executive 
Secretary,  and  a  Bureau  of  Systems  Development. 


Bureau  of  Systems  Development 
Director:  Thomas  Higgins 


In  January,  1984  the  Commission  merged  all  data  processing 
activities  into  one  bureau.  The  Bureau  was  formed  to 
consolidate  the  operations  of  several  bureau  into  an  efficient 
systems  support  and  development  unit. 


Office  of  the  General  Counsel 

General  Counsel:     Pamela  S.  Green,  Esq. 


The  Commission's  legal  department  is  .composed  of  seven 
attorneys,  one  auditor,  and  two  secretaries.  One  of  the 
attorneys  work  primarily  on  Blue  Cross/Commission  legal  matters 
and  one  works  primarily  on  hospital  and  charge  control  matters. 
Five  attorneys  handle  a  substantial  proportion  of  the  hearings 
before  the  Division  of  Administrative  Law  Appeals.  The  auditor 
works  with  attorneys  on  pre-hearing  conferences  and  hearings  on 
appeals  by  long-term  care  facilities.  The  legal  department  in 
fiscal  year  1986  handled  litigation  in  the  areas  of  Blue  Cross 
Medicaid,  hospital  charge  control  and  educational  programs.  In 
addition,  the  department  was  responsible  for  the  monitoring  of 
relevant  legislation,  for  appearing  at  hearings  before  the 
Division  of  Administrative  Law  Appeals,  and  for  providing 
general  legal  services  to  the  Commission. 


Administration 

Executive  Secretary:  John  Daley 


The  Executive  Secretary  is  responsible  for  the  day-to-day 
operations  of  the  Commission.  Included  in  these  duties  are 
personnel,  budget,  purchasing,  security,  public  information,  and 
liaison  with  the  Executive  Office  of  Human  Services  and  various 
agencies  of  government. 


Office  of  Communications 
Director:     Harry  0.  Lohr,  Jr. 


The  Office  of  Communications  was  created  specifically  to 
centralize    responsibility     for    the  press,  public  relations,  and 


publications  work  of  the  Commission. 

The  Director  is  responsible  for  all  press  releases,  for  the 
handling  of  the  Commission's  response  to  press  inquiries, 
including  the  arrangement  of  interviews,  and  for  all  other 
matters  involving  the  media.  In  addition,  the  Director  works 
with  the  Commissioners,  Bureau  Directors,  and  staff  to  design 
and  produce  official  publications  related  to  the  work  of  the 
agency.  Publications  include  the  Commission's  annual  report, 
official  RSC  handouts,  studies,  special  reports,  extracts  of 
other  papers,  executive  summaries,  and  presentation  materials. 
The  Director  also  handles  the  dissemination  of  certain  kinds  of 
information  both  internally  and  externally  to  the  Commission. 


HOSPITAL  POLICY  REVIEW  BOARD 

Authority 

As  amended,  G.L.  c.  6A,  s  3  4A  mandated  the  establishment  of 
a  Rate  Setting  Commission  Hospital  Policy  Review  Board, 
consisting  of  two  members  designated  by  the  Secretary  of  the 
Executive  Office  of  Human  Services  and  nine  members  appointed  by 
the  Governor,  two  from  a  list  of  at  least  six  recommendations 
submitted  by  the  Massachusetts  Hospital  Association,  one 
representing  a  teaching  hospital,  and  one  a  non-teaching 
hospital;  one  physical  from  a  list  of  at  least  three 
recommendations  submitted  by  the  Massachusetts  Medical  Society; 
a  non-provider  member  of  the  governing  board  of  a  health  systems 
agency  designated  pursuant  to  Title  XV  of  the  federal  Public 
Health  Service  Act;  one  a  non-profit  hospital  service 
corporation  under  Chapter  17 6A;  one  representing  companies 
authorized  to  sell  accident  and  health  insurance  under  Chapter 
175;  and  three  non-providers  with  knowledge  of  the  delivery  or 
financing  of  hospital  services  and  who  must  represent  the 
interests  of  business,   labor,  and  the  elderly,  respectively. 

Purpose 

The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  and  rules  of  the 
Commission  issued  pursuant  to  G.L.  c.  6A,  ss  37-72,  inserted  by 
Chapter  409  of  the  Acts  of  1976,  and  subsquently  by  Chapter  372, 
of  the  Acts  of  1982,  within  thirty  days  of  receipt  of  proposed 
rules  or  regulations.  It  is  to  report  at  least  annually  to  the 
Governor  and  General  Court,  with  copies  to  the  Joint  Legislative 
Committee  on  Health  Care,  on  its  findings,  opinions,  and 
recommendations  for  legislation. 


Commission  Organizational  Chart 


Bureau  of  Educational, 
Social,  and  Mental  Health  Services 


INTRODUCTION 


Responsibilities  of  the  Bureau 


The  Bureau  of  Educational,  Social  and  Mental  Health  Services 
is  responsible  for  monitoring  state  expenditures,  in  excess  of 
$700M  in  FY  87,  for  contracted  social  and  rehabilitative 
services  and  for  overseeing.  $150M  spent  a  private  special 
needs  schools,  by  local  cities  and  towns. 


To  accomplish  these  tasks,  the  28  staff  members  of  the 
Bureau  of  Educational,  Social  and  Mental  Health  Services 
promulgated  six  regulations  which  establish  reimbursement 
methodologies  for  day  care  services,  substance  abuse  services, 
early  intervention  services,  day  habilitation  services,  social, 
mental  health  and  rehabilitative  services  and  Chapter  766 
private  school  programs.  These  regulations  are  updated  on  a 
yearly  basis.  Each  year  the  staff  sets  rates  for  over  200 
Chapter  766  private  school  programs,  reviews  and  certifies 
approximately  4000  contracts  for  social,  rehabilitative  and 
mental  health  services,  and  reviews  and  certifies  over  800  rates 
for  day  care  services.  Additionally,  the  Bureau  collects 
extensive  cost  information  from  approximately  800  providers  of 
educational,  social  and  mental  health  services  and  less 
extensive  financial  information  from  approximately  700 
providers. 


MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1987 


Bureau  published  the  first  edition  of  a  cost  report 
handbook,  designed  to  assist  providers  in  completing 
the  cost  report  by  compiling  all  relevant  information 
in  one  document. 


For  the  first  time  in  the  Bureau's  history,   it  provided 
over  twenty-five  training  sessions  for  purchasing 
agencies  on  reimbursement  principles. 


Bureau  extended  the  number  of  training  sessions  for 

providers  and  offered  over  fifty  training  sessions  in 
five  locations  across  the  Commonwealth. 
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Bureau  promulgated  pricing  guidelines  for  one  hundred 
and  twenty  social,   rehabilitative  and  mental  health 
programs  purchased  by  the  Commonwealth. 


Bureau  developed  a  new  class  rate  reimbursement 

structure  for  day  habilitation  programs  which  captured 
the  severity  of  client  services. 


Chapter  766  Regulation 


In  1972,  the  state  legislature  enacted  Chapter  766  of  the 
general  laws  of  the  Commonwealth.  This  unprecedented  law 
requires  public  schools  to  provide  appropriate  educational 
services  for  the  Commonwealth's  special  needs  population.  At 
the  inception  of  Chapter  766  there  was  a  small  network  of 
private  providers  offering  services  to  special  needs  students. 
Over  the  years  the  industry  has  grown,  and  today  there  is  a 
network  of  over  150  private  Chapter  766  schools  offering 
services  to  over  4000  special  needs  students. 


The  Bureau  has  always  played  an  integral  role  in  the  Chapter 
766  private  school  industry.  Specifically,  the  Bureau  has 
strived  to  develop  a  reimbursement  system  that  (1)  encourages 
rate  stability  while  permitting  private  schools  to  address  the 
changing  needs  of  the  citizens  they  serve,  and  that  (2)  offers 
management  flexibility  but  insures  cost  effective  and  efficient 
services.  Although  past  systems  met  some  of  these  goals,  they 
failed  to  meet  all  of  these  goals.  Finally,  in  fiscal  years 
1985  and  1986,  a  moritorium  was  imposed  on  all  programmatic 
changes  to  allow  the  Bureau,  the  Department  of  Education,  and 
members  of  the  provide  network  to  redesign  the  system.  On  July 
1,   1986  the  new  system  was  unveiled. 


Called  the  X-Y-Z  cycle,  the  new  system  represents  a  merger 
of  the  previously  used  systems.  In  this  innovative  system, 
private  schools  are  place  on  one  of  three  cycles:  X,  Y  or  Z. 
For  "on-cycle"  schools,  the  Bureau  conducts  a  comprehensive 
reimbursement  audit  while  the  Department  of  Education  conducts  a 
comprehensive  program  audit.  These  schools  may  then  propose 
program  changes,  such  as  expanding  the  number  of  clients  it  may 
service,  introducing  new  program  components,  or  increasing 
staffing.  Once  approved  by  the  Department  of  Education,  the 
Bureau  costs  out  the  changes  and  adds  these  costs  into  the 
school's  most  recently  reported  cost  base.  The  rate  is  then 
calculated  and  remains  in  effect  for  three  years. 


Schools  not  on  cycle  receive  only  a  roll-over  of  its  last 
year's  rate  plus  inflation  and  a  salary  upgrading  factor 
intended  to  address  the  issue  of  salaries  for  direct  care 
workers . 


When  the  new  system  was  unveiled,  the  Bureau  seized  the 
opportunity  to  involve  all  parties  within  the  Chapter  766 
system.  During     fiscal    year    1987    members    of    the  Bureau 

participated  in  workshops,  lectures,  and  seminars  attended  by 
special  education  administrators,  private  special  needs  school 
administrators,  school  committee  members,  and  Department  of 
Education  regional  private  school  specialists. 


Concurrently,  the  Commission  created  a  Chapter  766  work 
group  in  an  effort  to  bring  all  interested  parties  together  into 
one  forum  in  order  to  raise  the  concerns  and  issues  of  each 
group.  The    membership    of    the    work    group     includes  state 

legislators,  state  purchasing  agencies,  special  education 
administrators,  members  of  school  committees,  school 
superintendents,  and,  until  recently,  private  special  needs 
school  officials. 


Social  and  Rehabilitative  Services 

During  the  1960's  the  Commonwealth  took  the  lead  in 
encouraging  a  community-based  living  approach  for  citizens 
needing  social,  mental  health,  and  rehabilitative  services, 
moving  away  from  austere  and  confining  institutional  settings. 
As  a  result  of  this  policy  decision,  an  entire  industry  of 
private  human  services  providers  rapidly  grew,  increasing  the 
Commonwealth's  expenditure  for  privately-run  social,  mental 
health,  and  rehabilitative  services.  In  fiscal  year  1987,  the 
Commonwealth  expended  over  $700  million  for  program  services 
from  approximately  1500  private  human  service  providers. 

The  Bureau  over  the  past  few  years  has  attempted  to  become 
more  involved  in  the  system  and  has  actively  participated  in 
dialogues  to  better  the  system.  At  present,  the  system  employed 
by  the  Commonwealth  to  purchase  services  is  an  annual  con- 
tracting system.  The  Bureau  ultimately  is  responsible  for 
reviewing  each  contract  document — numbering  4,300  in  fiscal  year 
1987 — to  insure  that  agreed-to  expenditures  were  in  allowable 
areas  and  to  certify  an  appropriate  rate  of  payment  for  those 
services. 

Fiscal  year  1987  saw  the  quiet  beginnings  of  a  movement  to 
reform  the  purchase-of -service  system.  Throughout  the  year  the 
Bureau    actively    participated     in    discussions    with  other  state 


policy  makers  and  private  providers  aimed  at  improving  and 
reforming  the  entire  purchase-of -service  process. 


As  a  result  of  these  discussions  the  Bureau  became  an  active 
member  in  the  Task  Force  on  Capitalization,  a  task  force 
co-chaired  by  Katharine  Pell,  Chairman  of  the  Commission  and 
Bernard  Carey,  Executive  Director  of  the  Massachusetts 
Association  for  Mental  Health.  The  Task  Force  is  charged  with 
the  responsibility  to  evaluate  the  extent  of  human  services 
provider  undercapitalization  and  to  recommend  ways  to  alleviate 
such  undercapitalization. 


To  alleviate  the  tremendous  task  of  reviewing  each  purchase — 
of-services  contract,  the  Bureau  was  asked  to  develop  pricing 
guidelines  for  contracted  social,  mental  health,  and  rehab- 
ilitative services.  For  fiscal  year  1987  these  pricing 
guidelines  became  review  thresholds:  contracts  falling  within 
the  relevant  guidelines  were  deemed  approved  without  further 
review  by  the  Bureau.  Those  contracts  falling  outside  of  the 
guidelines  were  carefully  reviewed  by  the  Bureau.  As  the 
significant  amount  of  data  collected  by  the  Bureau  is  amassed  in 
a  computerized  data  management  system,  the  Bureau  will  refine 
these  pricing  guidelines,  offering  more  price  sensitive  and 
meaningful  guidelines  rather  than  review  thresholds. 


Industry  Rates 


Another  initiative  the  Bureau  has  actively  pursued  is  the 
development  of  industry  rates  (or  class  rates)  for  certain 
identified  program  types. 


The  process  for  developing  an  industry  rate  requires  careful 
analysis  of  cost  information,  a  detailed  description  of  the 
program  and  intensive  communication  with  both  the  purchasing 
agency  and  the  provider  community.  The  Bureau  has  developed 
three  industry  rates. 


Regulation  114.5  CMR  7.00  prices  reimbursement  for  Early 
Intervention  Services  purchased  by  the  Massachusetts  Department 
of  Public  Health,  and,  under  the  Medical  Assistance  Program 
(Medicaid),  the  Massachusetts  Department  of  Public  Welfare.  The 
regulation  was  updated  during  fiscal  year  1987  to  include  a 
salary-upgrading  factor  for  fiscal  year  1987  rates. 


Regulation  114.5  CMR  6.00:  Rates  for  Certain  Substance  Abuse 
Program  Services  was  revised  to  incorporate  the  result  an 
analysis  of  more  current  cost  data  submitted  by  providers  of 
substance  abuse  programs.  The  rates  were  revised  in  fiscal  year 
1987  to  incorporate  the  cost  analysis  changes  and  to  increase 
the  rates  to  include  a  salary  upgrading  factor  for  FY  1987. 


Fiscal  year  1987  saw  the  development  of  a  new  industry 
rate.  Regulation  114.5  CMR  8.00:  Day  Habilitation  establishes 
industry  rates  for  day  habilitation  programs  purchased  by  the 
Departments  of  Public  Welfare  and  Mental  Retardation.  With 
programmatic  assistance  from  the  Department  of  Public  Welfare, 
the  Bureau  developed  add-on  price  factors  to  correspond  to  the 
severity  of  the  clients  in  the  day  habilitation  program,  thus 
providing  a  reimbursement  structure  reflective  of  the  variant 
needs  of  the  clients  served  by  the  program. 


Automation 


During  Fiscal  year  1987  two  additional  microcomputers  were 
installed  in  the  Bureau  for  its  exclusive  use.  These 
microcomputers  were  part  of  a  network  system  purchased  by  the 
Commission,  offering  the  Bureau  a  larger  memory  bank. 


Using  expanded  memory  capabilities  in  the  network,  the 
Bureau  developed  an  automated  contract  log,  replacing  the  manual 
logging  system  previously  utilized  by  the  Bureau.  As  a  result 
of  the  automated  contract  log,  inquiries  are  answered  more 
rapidly,  agendas  are  generated  more  easily  and  efficiently,  and 
the  data  contained  in  the  system  will  be  more  readily  accessible 
for  future  uses.  In  addition  to  the  contract  log,  the  Bureau 
developed  an  automated  cost  report  log  on  the  network;  this 
permitted  the  Bureau  to  expand  the  provider  specific  information 
collected  and  will  eventually  allow  the  Bureau  to  generate  more 
detailed  provider  profiles,  a  task  the  Bureau  could  not  have 
performed  prior  to  computerization. 


The  Commission  continues  to  give  the  Bureau's  automation 
needs  priority  and  the  ground  work  has  been  laid  for  developing 
a  computerized  financial  and  informational  database. 


Service  Procurement  Flow  Chart 


Rate  Setting  Flowchart 
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Purchase  of  Service  Rate  Structures 


Currently,  there  are  three  basic  rate  structures  in  the 
Massachusetts  purchase  of  service  system.  They  are  fee — 
for-service,  cost  reimbursement,  and  class  rate.  The  payment 
structure  is  determined  by  the  nature  of  the  service  rendered, 
the  fiscal  experience  of  the  vendors  of  the  service,  and  the 
purchasing  agency's  assessment  of  the  clients  to  be  served. 


A  fee-f or-service  arrangement  is  the  establishment  of  a 
unique  program  rate  (daily,  hourly  or  other  measurable  unit  of 
service)  to  be  billed  as  service  is  rendered.  The  basis  for 
establishing  this  type  of  rate  is  to  begin  with  the  historical 
costs  of  an  individual  program,  review  the  expenses  for  reg- 
ulatory compliance  and  projected  changes,  then  estimate  in- 
flation. The  resulting  projected  program  cost  is  divided  by  the 
anticipated  quantity  of  service  to  be  delivered. 


For  example,  a  program  with  expenditures  of  $2  50,000,  an 
operational  calendar  of  250  days,  and  an  expected  average  client 
enrollment  of  26,  would  have  a  daily  client  rate  of  $38.46 
( ($250, 000/250)/26) .  Details  relating  to  this  methodology  can 
be  found  in  The  Massachusetts  Executive  Office  of  Human  Services 
Contract  Manual.  Most  program  services  are  purchased  on  a 
fee-f or-service  basis.  The  rates  are  approved  by  the  Rate 
Setting  commissioners  at  bi-weekly  business  meetings. 


Fee-for-service  reimbursement  systems  require  extensive 
contract  negotiations.  The  process  is  fairly  time  consuming  for 
providers,  however,  the  system  is  even  more  arduous  for  the 
purchasing  agency  representatives  who  must  prepare  thousands  of 
contracts  yearly.  Programs  purchased  in  this  manner  have 
flexibility  within  line  item  expenditures.  However,  a  contract 
amendment  process  is  required  to  request  programmatic  changes 
such  as  fluctuation  in  client  enrollment  or  unforeseen  cost 
increases  requiring  additional  state  support  throughout  the 
year.  This  process  can  be  as  cumbersome  as  the  original 
contract  negotiation. 


Certain  program  types,  however,  cannot  be  adequately  funded 
through  the  fee-for-service  methodology.  The  quantity  of 
service  needed  may  vary  substantially  from  year  to  year  and  may 
not  be  predictable.  The  formula  used  above  would  result  in  an 
inappropriate  rate  if  the  future  services  are  unknown. 
Emergency  shelters,  for  example,  cannot  estimate  the  number  of 
clients  who  will  require  service.  These  programs  could  be 
grossly  underpaid  or  overpaid  using  a  fee-for-service  rate.  To 
address    this    problem,     service    types  with  unstable  enrollment, 


and  newly  established  programs  lacking  enrollment  history,  are 
allowed  to  contract  on  a  cost  reimbursement  basis. 


In  this  reimbursement  method,  historical  costs  are  used  as  a 
basis  from  which  program  changes  are  negotiated.  A  budget  is 
agreed  upon  by  both  the  state  purchasing  agency  and  the  provider 
agency.  It  then  becomes  the  fiscal  portion  of  the  contract. 
The  budget  document  is  forwarded  to  the  Commission  for  review 
under  the  principles  of  the  applicable  reimbursement 
regulation.  The  state  is  billed  on  a  monthly  basis  as  program 
expenditures  are  made.  The  provider  agency  is  reimbursed  for 
documented  line  item  expenditures  to  the  extent  they  were 
budgeted  and  approved  by  the  Commission.  Expenditures  in  excess 
of  the  budgeted  line  items  cannot  be  paid  until  a  contract 
amendment  is  initiated  and  subsequently  approved. 


The  cost  reimbursement  system  offers  state  agency  purchasers 
the  greatest  control  over  the  vendors'  expenditures.  The 
providers  must  adhere  to  line  item  budgets.  While  potentially 
restrictive,  this  method  assures  payment  for  approved 
expenditures.  This  assurance  is  lost  when  a  contract  is 
purchased  under  a  f ee-f or-service  or  a  class  rate  method.  Cost 
reimbursement,  however,  requires  the  most  time  consuming 
processes.  Purchasing  agencies  must  constantly  monitor  the  line 
items  and  match  bills  to  contracts.  Providers  have  to  spend 
within  the  line  items  or  face  the  lengthy  contract  amendment 
process. 


The  third  form  of  payment  is  a  class  rate.  Unlike  the  two 
previous  rate  structures,  which  result  in  a  distinct  payment  for 
each  individual  provider's  program,  this  method  establishes  a 
f ee-f or-service  rate  for  an  entire  service  type.  A  unique  and 
specific  regulation  is  developed  by  the  Commission  for  the 
particular  service.  It  can  cite  a  single  rate  for  all  programs 
or  it  can  designate  sets  of  rates  based  on  sub-groups  within  the 
service  type.  Analysis  of  the  programs'  costs  may  indicate  the 
need  to  develop  several  rates  for  the  service  based  on  variance 
in  the  size  of  the  program,  geographical  location,  severity  of 
client,  or  any  other  significant  cost  or  service  variables. 


Generally,  class  rates  reflect  the  arithmetic  mean  costs  of 
a  comparable  group  of  programs.  Therefore,  not  all  providers 
will  recover  the  total  cost  of  their  program  operations.  This 
effect  is  not  necessarily  undesirable.  Inefficient  or 
ineffective  providers  who  could  not  meet  their  expenses  if  paid 
at  class  rates  would  not  be  inclined  to  accept  contracts  with 
the      state.  Alternatively,     providers    who    deliver  quality 


services  for  less  than  the  class  rates  may  retain  a  portion  of 
the  savings  generated.  These  savings  can  be  used  to  alleviate 
cash  flow  problems  while  the  state  can  avoid  reimbursement  of 
costly  interest  payments  on  working  capital  loans.  Over  time 
the  historical  cost  data  reflects  lower  expenses  due  to  these 
savings  incentives.  This  results  in  future  rate  stabilization 
and  increases  the  purchasing  power  of  state  agencies. 


The  task  of  identifying  program  types  potentially  suited  to 
class  rates  has  been  facilitated  by  the  Program  Classification 
Directory  published  by  The  Executive  Office  of  Human  Services. 
This  publication  groups  services  purchased  by  the  state  into  a 
program  scheme. 


Homogenous  cost  structures  found  among  providers  delivering 
comparable  services  usually  is  an  indication  that  the  program 
type  may  be  suitable  for  class  rate  payment.  The  methodology 
used  to  develop  class  rates  is  specific  to  the  needs  of  each 
service  type.  Generally,  the  initial  analysis  is  similar  to  the 
historical  cost  review  of  the  f ee-f or-service  system. 


A  data  base  is  developed  using  unit  costs  and  other  relevant 
data  such  as  geographical  location  or  program  size.  Cost 
centers  and  line  items  are  analyzed  with  the  hope  of  drawing 
correlations  between  variables.  For  example,  one  would  expect 
that  large  programs  would  experience  economies  of  scale.  To 
test  for  this,  the  unit  cost  of  each  program  is  correlated  with 
the  number  of  clients  in  that  program.  Other  correlations  may 
include  administrative  costs  and  total  provider  agency  expenses, 
rent  or  occupancy  and  urban  or  rural  status,  and  so  forth.  Many 
statistical  tests  are  performed  and  results  are  assessed  and 
discussed  with  both  purchasing  agency  and  provider 
representatives.  Eventually,  if  a  class  rate  system  seems 
viable,  a  regulation  including  specific  rates  is  proposed. 


A  class  rate  approval  is  subject  to  the  public  hearing 
process.  This  process  allows  interested  parties  an  opportunity 
to  present  issues  to  the  Commissioners  pertaining  to  the 
methodology  used  to  develop  the  rates.  Before  approving  the 
regulation  and  rates,  the  Commissioners  consider  the  testimony 
presented  and  may  require  that  changes  be  made  to  the  initial 
proposal.  Once  approved,  the  regulation  is  promulgated  and 
filed  with  the  Secretary  of  State  of  the  Commonwealth. 
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